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BUSINESS PLAN FOR “SHORTS & SHORTS” COMPANY
1. ELEMENTS OF STRATEGIC PLANNING
1.1 Justification of the Company

In Colombia and throughout the world, there is an old trend in which access to the markets
is understood as getting participation from the main cities of a determined region. “This tends
to be understood in a way that the market oversight in intermediate cities which are located
in peripheral regions have a limited develop in comparison to large cities” Méndez, Michelini
& Romeio, (2005). Therefore, small companies which are town and cities with a population
under a million people have to go to main cities to supply their local markets helping the
price of their products to increase.
“In addition, it is also argued that these intermediate cities can act as intermediaries between
big cities and towns which are susceptible to generate a bigger growth and develop than in
big cities” Vilagrasa (quoted by Méndes, 2000). For this reason it is important for the project
to be implemented in these cities because of the potential growth it may have.
This business supported by the Productive Transformation Program (PTP, its acronym in
Spanish) from the Colombian government, has the goal to increase competition in the sector;
this can help to reduce unemployment, and supporting managers to their internationalization
process for improving client’s perspective of Colombian products.
The above information can be understood as a business opportunity, because of the big
amount of clients from other cities who visit “El Gran San” and other stores in Bogota and
main cities looking for fashion products to support the demand they have in small, regional
and intermediate cities. Therefore, the company’s desire is to gain that target by placing the
products they want in the store they have, so those retailers would not have to travel to the
main cities to be provided with the products they need.
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1.2 Location and size of the Company
Due to the fact that company’s target are retailers from other cities in Colombia which sales
female shorts, and the company’s location is wished to be the closest to the resellers, the best
place where the company can be located is the sector called “San Victorino” in the center of
Bogota city. This place is known as the location of Bogota’s apparel Cluster, in that way the
company can create new relations, not only with companies from Neiva (city which was
chosen as the target in the section 2.4.1 called National Market), but other small cities
throughout Colombia, considering that in Bogotá there are transport companies which
provide the service of transport to small retailers for doing their purchases specially at “El
Gran San”. Therefore, “Shorts & Shorts” company can achieve its goal to allow retailers
from small, regional and intermediate cities to supply with the products they need without
leaving the cities where they operate their companies.
The Colombian government in the law 905 of 2004 organizes companies according to their
sizes. Due to “Shorts & Shorts” Company is considered to be a start-up, it would need less
than 10 employees and its assets will not outweigh COP$308.000.000, therefore it fits the
classification of micro company.

1.3 Mission
We are a Company which provides supply solutions of shorts to retailers in towns, small
cities, and intermediate cities, offering them products which understand the market trends
and are aesthetically attractive to the final clients. Our promise is to show freedom to female
teenagers through our brand.

1.4 Vision
By 2019, to consolidate as an important and strategically differentiated company through
creating designs which show women identity having a wide client’s network, becoming one
of the main shorts suppliers in more than 3 small cities in both Colombia and Ecuador.
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1.5 Objectives
1.5.1

Strategic objectives

-

Focus on sales to small retailers in small, regional and intermediate cities.

-

Create new designs, and let retailers and final customers know how different the
"Shorts & Shorts" brand is compared to others.

-

Have promotion focused on word of mouth and network marketing issues.

-

Create mechanisms to let people know the promise of the brand which are feeling
young, freedom and friendship.

1.5.2

Tactical and operational objectives

Operation for the first year:
-

To penetrate 1 or 2 cities in Colombia with a participation into the whole sales
market from 0,7% to 4% in all cities.

-

Participate in national apparel fairs to show to new contacts how the business and
products work.

-

Have at least three regular clients.

-

Handle the average prices of the market for letting people know the brand.

-

Hire for the operation in the first year, the CEO, marketing and sales chiefs, and the
accountant as part of the staff.

Operation in the second year:
-

To penetrate at least 3 cities and have a participation from 2,6% to 4,3% in all the
cities that the company has worked in during those 2 years.

-

Increase 30% sales through quality and design controls satisfying clients’
requirements.

-

Have at least 7 regular clients.

-

Increase 5% price because of branding.

-

Create a web page for retailers who would like to be dealers of our products, and
ease contact with us through that way.

-

Get training in specific issues which are weak points for the company.
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Operation in the third year:
-

Expand the participation to 5 cities and have a range between 3,9% and 9%, enter to
other 2 markets in Colombia and start expansion in Ecuador.

-

Have 14,38% total incomes from Ecuador.

-

Have more than 17 regular clients.

-

Increase 8% price thanks to two-year branding.

-

Implement fiber pallets manipulation for both inventory and transport.

-

Improve existing alliances with suppliers considering order, quality and design
priority.

2. MARKET

2.1 Justification of the Project
2.1.1

Economic aspects

Based on a Proexport report called “Sector Textil y Confección” (2012), the apparel sector
counts on 650.000 jobs which corresponds to the 20% of the manufacturing GDP. Besides,
all the international sales of apparel represent 53% of the total manufacturing exports and
only the 25,08% of the total imports made. Moreover, according to ColombiaTrade (2014),
the manufacturing sector represented for 2013 around 11% of total GDP.

2.1.2

Social Aspects:

The PTP (2009), highlights that fashion component is vital for the economy. Through this, it
aims to attack dress smuggling, to ease the formalization of companies, and give access to
credits and training, which benefits entrepreneurs.

2.1.3

Environmental aspects:

According to a Proexport document Titled “El Sector Textil-Confección en la Era del
Reciclaje” “the wastes resulting from the manufacturing process of cotton, polyester, nylon,
mix of natural and synthetic fibers, and heavy nylon apparel can be grinded and reused in the
manufacturing of threads and fibers” assuring also that used clothes can be given to charity,
4

or the fabric scraps can be sold to make new Eco fashion cloths of high quality. This results
in cleaner intermediate cities, because the residues would be managed in big cities to ease its
handling.

2.2 Background of the Project
Velasco (2008), explains that 70’s dresses were produced according to clients’ requirements.
In the 80´s, apparel companies were established in Colombia and clothes started being
prefabricated. In the 90’s Colombia started its presence in global markets and the number of
companies increased. From the early 21st, apparel factories in intermediate cities have been
reduced, because of the boom in metropolitan areas which is a key driver in production and
export matters.
For Ecuador, apparel sector was developed by the first factories which produced wool
dresses. For the earliest years of the XX century, cotton materials were introduced to
consolidate industry. This study which was published by Legiscomex (2014), mentions that
in the last 60 years, this sub-sector has been one of the most important in the country after
foods and drinks.

2.3 Analysis of the Sector
Star products of main companies are long jeans, but few companies emphasize shorts.
However, when the product is traded with a striking brand and it is taken advantage of the
low competition which exists for small, regional and intermediate cities, it gains access to
market opportunities, where the current and possible dealers find problems within products
competition.
In addition, according to the PTP, the level of international demand allows to state that,
“Colombia is catalogued as a destination of international fashion, because the country has
exclusive worldwide brands” Commerce Ministry, (2014). Thus, currently, the apparel sector
is considered as one of the main focuses for the National Development Plan (PND, its
acronym in Spanish) 2014 – 2018.
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According to DIAN (2014), imports of chapter 62 of the custom tariff have considerably
increased from USD $367,6 million (CIF value) in 2012, to USD $389,1 million (CIF value)
in 2013. The apparel sector has historically been one of the main focuses of competitiveness
that the country is aiming, being a fundamental axis that generates a vast amount of
employment. Although, it is clear that this sector is an engine of competitiveness, 77,44%
sector is concentrated in Bogota and Antioquia.
In the national market, Inexmoda has given an estimated growth on how Colombia foresees
to have its manufacturing economy up to 2032 compared to the estimations of the World
Bank. However, this is not the objective that Colombian companies are pursuing.

Table 1: Estimated growth for the industry in Colombia.
Stage 1: Local market’s growth based on the World Bank forecast. Global market
participation 0,34%.
Stage 2: Colombian growth expectation for 2032, the country gets a 1,7% participation in the
global market.
Diversification
2009 - 2012
Stage 1
Stage 2

Regional Strong position in
Leader
Global Niches
2013 - 2019

2020 - 2032

Income (Billion USD)

6,2

8,3

14,3

Employment (Thousands)

166

183

216

Income (Billion USD)

17,1

25,5

55,3

Employment (Thousands)

458

558

836

Source: Inexmoda (2009)

2.4 Analysis of the Market
As shown in the next diagram, the sector gathers diverse actors which participate within it
creating added value. These are raw material and supplies producers, apparel companies,
going through dealers, to the moment when the final product is available for the final
customer.
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Figure 1: Participants, activities and entrance methods in the apparel sector

* Percentage of clients who buy through this way in the market.
Source: Author with data from Inexmoda (2012), Superintendence of Companies (2013) and Aktiva (2013).

The diagram shows the way in which people get those products from the market in Colombia.
That is useful to choose the business model to be implemented and change sales strategies,
depending on the market’s response to them.
2.4.1

National Market

For this analysis, it was taken into account the information available for the Colombian
regions, in regards of competitiveness, population and facility to connect with new dealers.
For this project, the market niche is composed by companies located in small, regional and
intermediate cities (not cosmopolitan cities and/or those whose population is more than one
million people). For that reason it was hard to find reliable information related to the market
needs, possible clients, deep understanding of the culture in those locations and business
contacts who already know the market. Therefore it was decided to study two cities where
entrepreneurs have already created social and business relations, and they would have the
right environment to penetrate both markets which are going to be evaluated bearing in mind
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economic, market, political and population statistics which help understand the way both
markets would adapt to the company’s operation in both regions.
Besides, every concept would be evaluated using a qualification from 0 to 10, and it would
have a weighting value (depending on the author’s perception about importance of the
evaluated factor) which would affect the qualification given to each of the concepts.
Table 2: Definition of the national target.
Concept

Huila

0 - 10

Amazonas

0 - 10

Weighting

Total
Weighting
Huila

Total
Weighting
Amazonas

Economic and market environment
Index of
economic
strength1

39

9

20,1

6

12%

1,08

0,72

Proximity to
other regions
in the
country

Yes

10

No

0

15%

1,5

0

Easy
connection
point with
international
markets.

Yes

0

No

10

15%

0

1,5

Politic and development environment
Safety

86,2

8

100

10

7%

0,56

0,7

Public
management

89,3

9

37,2

4

12%

1,08

0,48

Human
Resources

58

6

26

3

18%

1,08

0,54

Total
Population
2013

1.126.316,00

5

74.541,00

10

8%

0,4

0,8

Education
level

Primary
46,6%, High
school 28%

6

Primary
40%, High
school
33,3%

9

13%

0,78

1,17

Result
100%
6,48
5,91
Source: Author with data from Ramirez J, Parra Peña, Corredor Fonseca & González Arévalo (2013) and
DANE’s population projection 2013.

1

The index of economic strength is an indicator estimated by “CEPAL”, which evaluates the economic
structure of a region, commercial internationalization, financial services, elements related to life quality and
social indicators which relates the population conditions to the general economy of the region.
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In this case, the market which had better qualification was Huila with 6,48 points. It shows a
stronger economy between the two analyzed markets, a better public management which
could offer ease operations and stability for companies. Finally it has connections with other
cities at the national level, to create new business contacts in the region.
To explain in a better way why the market in Huila, specifically Neiva, is a proper market
for “Shorts & Shorts” Company, the figure below compares the growth and potential input
brands for different regions throughout Colombia.

Figure 2: Opportunities in the apparel sector in Colombia

Source: Inexmoda (2012)

In the figure 2, the intersection point between the four squared is considered to be neutral, so
any point above the general can be considered to be a city where the market grows faster than
the national average; and any point to the right of the neutral would be those where brands
adapt more easily to those markets and vice versa. It can also be inferred that the markets
which have a good market response are the ones where there is not a large presence of big
companies which distribute apparels compared to the market in big cities, thus, Neiva is a
good example of it.
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2.4.2

International Market

The Colombian land boarder was chosen to start the company’s presence in the foreign
market. Therefore, the internationalization process called Regional Base expansion which is
explained as “create dense local/regional presence and use as base for expansion [which
allows to] build critical mass, share of mind” (Deloitte) is going to be implemented. This is
useful for companies that have never participated in international trade activities. This kind
of expansion makes it easier to enter new markets because the cultural affairs do not quite
change, thus the company would not have to deal with big cultural problems. And in some
way, perceptions from the customers to the products would not present deep problems either.
That is why this study focuses on five land border countries that Colombia has: Brazil,
Ecuador, Panama, Peru and Venezuela. Panama and Peru were filtered because of their
concentration of imports from other countries. Even though it also happens in Brazil, this last
country has a larger market; and the second national target that the country aims in a more
distant future is Leticia which has frontier with that country, thus as result, it was decided to
take that country into the next analysis.
The current study is going to bear in mind for the selection process of the international
market, economic and import analysis for the tariff heading 62046200 (using the NANDINA
nomenclature) which corresponds to “Women’s/girls trousers and shorts, of cotton, not
knitted”, as well as political and legal isues for each of the countries which are going to be
evaluated. The cultural and regional aspects would be taken into account to have a better
understanding on the distribution process that would be needed to enter those markets.
Besides, every concept would be evaluated using the same criterion that were used in section
2.4.1.
The results of the study are shown in table 3:
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Table 3: Definition of the international market
Concept

Brazil

0 - 10

Weighting
Value

Total
Weighting:
Brazil

Total
Weighting:
Ecuador

Total
Weighting:
Venezuela

$381.286,00

6

5%

0,5

0,2

0,3

8

$12.956,00

10

7%

0,63

0,56

0,7

$846.799,00

4

$2.053.407,00

10

6%

0,06

0,24

0,6

3%

10

56%

1

6%

0,42

0,6

0,06

8

8%

0

0,8

0,64

6%

0,6

0,48

0

0 - 10

Ecuador

0 - 10

10

$84.040,00

4

9

$8.600,00

1
7

Venezuela
Economic Environment

GDP million
$2.252.664,00
dollars (2012)
GDP per
$12.079,00
capita
Commercial
Balance 2012
-$1.428.566,00
(Thousand
USD)
Inflation Rate
6%

Market Environment
Imports
59,44%
concentration imports from
level
China
Import
growth last
43,58%
year

-

10

32,30%
imports from
Colombia

10

24,60% from
Colombia

30,00%

8

No estable
growth

-

Cultural and Geographic Environment
Main
Portuguese
language
Land Access
No
World Rank
Infraestructur
e (148
71/4.0
countries
ranked)

6

Spanish

10

Spanish

10

3%

0,18

0,3

0,3

3

Yes

10

Yes

10

4%

0,12

0,4

0,4

7

79/3,8

5

125/2,6

2

5%

0,35

0,25

0,1

0%

10

0%

10

0%

10

5%

0,5

0,5

0,5

yes

4

no

10

yes

4

7%

0,28

0,7

0,28

9

FTA (Free
Trade
Agreement)
CAN

10

Parcial scope
agreement

6

9%

0,81

0,9

0,54

10

3%

9

28%

3

8%

0,8

0,72

0,24

Legal Environment
Import Taxes
non tariff
Barriers

Economic
Commerce
complementat
Agreements
ion agreement
percentage of
problems in
the Foreign
currency
regulation as
part of the
whole foreign
trade
problems
found

0,40%

Politic Environment
politic
inestability
Country Risk
(EMBI)

3%

8

4%

7

8%

5

9%

0,72

0,63

0,45

251

9

611

6

1294

2

12%

1,08

0,72

0,24

100%

7,05

8

5,35

Final Analysis

Source: Author using information from Market Access Map (2014), Dian (2014), Trading Economics (2014),
Trademap (2014), Schwab (2014), Morgan (2014), Ministerio de Economía y Competitividad (2014).

The previous table shows, how the international market is determined. Taking into account
the last qualification (which was given in a scale from 0 to 10), the best market where the
product might have a good perception is Ecuador with a final result of 8 points, followed by
Brazil with 7,05 points and in the last place is Venezuela with 5,35 points.
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To analyze deepen the Ecuadorian economy, the industry is a very small producer in the
textile and apparel sector. Based on Legiscomex (2014), the apparel production decreased
25,1% in 2013 reaching USD $116.118 million, compared to its production in 2012 which
was USD $155.261 million. It is not the best situation for that country, because the population
has enough incomes to increase purchases. The problem comes from the fact that the
government is placing its efforts on the oil sector rather than focusing on company’s needs.
According to Carrillo (2010), dollars media spending was about USD $75 a year.
2.4.3

Target behavior

The target that “Shorts & Shorts” company focuses on are retailers located in small, regional
and intermediate cities. Those retailers serve woman from 10 to 34 years old who care about
freedom and spending time with friends and live in middle class urban areas, in which in
terms of the Purchasing Power Parity (PPP) have daily incomes from USD 10 – 30,
ANDI,(2013).
Taking into account information above, per-capita consumption is shown in the next table:

Table 4: Estimation of the national market size
Note: Prices given in COP

2015
Monthly minimum wage being valid
$644.350,00
% of the salary spent in clothes
7,20%
% of the spending in clothes which is spent in jeans
29,81%
Assumption of the whole shorts consumption
35,00%
Months of the year
12
Annual consumption per-capita
$58.085,21
Target Neiva 2014 (forecast)
248.117
Total consumption a year
$14.411.929.107,54
Big
$11.198.068.916,56
medium
$2.635.941.833,77
small
$572.153.585,57
micro - company
$5.764.771,64
Total
$14.411.929.107,54
Source: Author with data from Inexmoda (2012) and DANE (2013)

Thus, the target consumption of shorts in the city of Neiva reaches the COP $13.778 million.
In a visit to the Neiva’s Chamber of Commerce, Nataly Castaño informed that by August 28
12

of 2014, in the apparel sector (production and commercialization), there were 293 formed
companies and 177 companies renewed their registration. Those are the companies that
attend the demand in that area.

The perceptible consumption was not calculated in this project because in a research made
by Aristizabal Lopez (n.d.), it is assured that it is not necessary to calculate this kind of
consumption for a project, when it is possible to determine the direct demand.

To show the growth of the potential market it was provided poll information from DANE
(2005) related to the target mentioned at the beginning of this section for the city of Neiva
people were into five age groups: the first group from 10 to 14 years, the second from 15 to
19 years, the third from 20 to 24 years, the fourth from 25 to 29 and the last from 30 to 34
years old. Each age group that was taken into account for the current study (except people
from 30 to 34 years old), for 2014 presented an average female population of 52.230 people
with a standard deviation of 4.380 people. Although the average does not change drastically
for 2020, when the DANE predicts to have an average population of 54.119, with a standard
deviation that would be around 895 people, DANE’s projections for 2020 show that in the
close future people from 10 to 29 years old would increase, thus that would be the main focus
of the company.

In average, the whole population in Neiva is presenting each year a lower growth, from 1,5%
in 2014 to 1,2% in 2020 which cannot be neglected.

For the Ecuador case, due to lack of business contacts, the entrance to that market would be
done through Guayaquil. Based on INEC (2010), the city would have 2.644.891 people by
2017, which qualifies it to be a cosmopolitan city; however Guayaquil citizens are not going
to be the target of the company. Guayaquil is going to be a channel to reach customers in
small, regional and intermediate cities taking into account information from (Ecuador, 2010),
in which Guayas is responsible for 16,8% of the Ecuadorian Intermediate Consumption2.
Thus this is the reason why the company can settle in that city and create the necessary

2

Intermediate Consumption, as all raw materials, finished goods, and semi-finished goods are used to
generate new goods and services is explained further by the INEC,(2011).
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contacts through the small retailers who go to Guayaquil to supply other cities. Besides that,
Guayaquil counts on one of the most important seaports of the country which allows the
entrance by ship; and the city implements business roundtables which allow to contact new
retailers implying that all the small, regional and intermediate cities in Ecuador would count
on a female population of 2.474.873 people from 10 to 34 years old by 2017.

The Ecuadorian market is shown in the next table:

Table 5: Estimation of the international market size
Note: Prices given in USD
2017
Monthly minimum wage being valid

411,5

% of the salary spent in clothes

7,20%

% of the spending in clothes which is spent in jeans

29,81%

Assumption of the whole shorts consumption

35,00%

Months of the year

12,00
$37,09

Annual consumption per-capita
Target population for Ecuador 2014 (forecast)
Total consumption a year by the target

2.474.862,95
$91.804.666,33

Big

$71.332.225,74

medium

$16.791.073,47

small
$3.644.645,25
Source: Author with data from INEC (2010) and Andean Community of Nations (2012)

Taking into account the information presented in the table 5, for the market segment that
“Shorts & Shorts” company has, through the distribution from Guayaquil to the rest of small,
regional and intermediate cities in the rest of the country, Ecuador represents a market of
USD $91,8 million a year.
Between the companies which attend the demand, and based on the Author’s estimation
taking into account the INEC(INEC, 2012), Guayas market counts on 6.387 companies and
commercial establishments which commercialize manufacturing products supplying the
demand mentioned before.
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The clients’ profile at national and international market are retailers which would like to
commercialize both a new massive brand and/or the OEM requirements. The market is
geared towards those retailers and people who know other retailers and would like them to
become their clients.

2.4.4

Import and Exports for the apparel sector

According to DANE (2014), for 2013 the apparel imports were about USD $607,36 million
(CIF value) and for October 2014, the registered CIF value was USD $520 million. The
specific value of imports for chapter 62 of the customs duty since 2011 and the main
commercial partners are shown in table 6:
Table 6: Colombian Imports
Apparel Sector

Δ% Growth

(Million USD CIF)

Whole imports: Participation by
commercial partner in 2013

2011

451

70,78% China

56,85%

2012

602

33,62% India

4,62%

2013

607

0,86% United States

3,15%

Source: Author with information from Trademap (2014) and DANE (2014)

As shown in the previous table, specifically in the apparel sector, since 2011, there has been
a high overseas demand, which grew 70,77% from 2010 to 2011, and for 2013 it was about
0,857%, which might be signal of reaching the peak of demand from customers in that year.
It is important to note that according to chapter 62 of the custom tariff, for 2013 more than
55% of the whole imports are from China, which shows how concentrated the imports are.
In spite of the fact that India is the fourth main importer, it was added to the analysis because
this country is becoming important due to its new role in global trade; but its participation
into the whole Colombian imports is only 4,62% and considering the Free trade Agreement
(from now on, FTA) that it exists now between Colombia and the United States, the imports
from this country represent only 3,15% as well.

To analyze the export trends in the apparel sector in Colombia, the same variables that were
used for the import analysis were taken into account here.
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Table 7: Colombian Exports
Apparel Million

Whole exports: Participation by

Δ% Growth

USD FOB

commercial partner in 2013

2011

540

-1,00% United States

29,91%

2012

585

8,40% Ecuador

15,18%

2013

507

-13,27% Venezuela

12,12%

Source: Author with information from DANE (2014) and Trademap (2014)

For exports, it was also analyzed chapter 62 of the custom tariff. Export trends are weak and
volatile compared to the imports registered in the same periods. 2012 was the only year in
which exports presented a positive growth, representing a value of 8,4%. Even when the
United States is not the biggest commercial partner for apparel imports, it exported 29,91%
of the whole exports, making that country the main commercial partner for 2013. For the
same period, the second and third main partners in the apparel sector for Colombia were
Ecuador and Venezuela, with 15,18% and 12,12% participation respectively.

2.4.5

Product analysis

Based on a study made by Inexmoda, it was shown that the average Colombian purchases
are jeans and pants with the second most frequency which wade up 29,81% of all purchases,
and it was below shoes and bags with 36,09%.
Table 8: Frequency in Purchases
Category

Participation

Shoes and bags

36,09%

Jeans and pants

29,81%

Shirts

16,60%

Underwear and swim suits

14,71%

Rings

2,79%

Total

100%

Source: Inexmoda (2012)

Inexmoda conducted a study in 2012 showing that 29,84% of purchases of jeans and pants
are the second favorite activity of people after 36,26% for shoes and bags purchases.
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2.4.6 Competitors
The distribution of clothing total sales in the apparel sector are specified in the table 9.
Table 9: Classification of companies in the apparel sector in 2012

Company Size

Companies

General income

Income

distribution

(million COP)

participation

Big

1%

$10.915.090,00

77,70%

medium

2%

$2.569.604,00

18,29%

small

6%

$557.458,00

3,97%

91%

$5.711,00

0,04%

100%

$14.047.863,00

100%

micro - company
Total

Source: Author with data from Superintendencia de Sociedades (2013) and ANDI (2012)

Previous table shows the percentage of companies by size and its relation with the income
participation in the whole national apparel production. In general terms, for 2012, 91% of the
whole formal companies presented 0,04% percent of income, making 77,7% of the market
be owned by 1% big companies in the market.
To analyze the behavior of costs and profits in the sector in Colombia in the last 3 available
years, the table below shows its growth and the percentage of cost and profits in the whole
revenue:

Table 10: Analysis of costs and profits in the apparel sector

Data

percentage change
Δ% 2009 - 2010

Δ% 2010 - 2011

percentage from revenue
Δ% 2011 - 2012

2010

2011 2012

Revenue

35,0514%

34,929%

31,679%

Cost of Revenue

37,2843%

36,807%

29,477%

67%

68%

66%

Profit

30,8005%

31,177%

36,268%

33%

32%

34%

Source: Author with information from Superintendencia de Sociedades (2013)

Taking into account the growth of the revenue of the sector which is upper than 31,6%, but
lower than 35,05%, the cost of revenue has been above 30%, but for 2012 the growth was
below 29,5%. However profits reported by sector were rounding 33% in average.
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Currently, there is not any company or market whose selling target is retailers in other cities.
However, some competitor’s shorts prices in the sector are explained in the table below.
Table 11: Analysis of the national competitor’s prices
Name of the company

Telephone

e-mail

Price COP

Scori Jean

3414506 info@scorijeans.com

$40.000,00

Gangster's Jeans

3521246 alejandraramirezg@hotmail.com

$38.000,00

Love Me

2849120 info@loveme-jeans.com

$38.000,00

Motley Jeans

3428730 NN

$36.000,00

Jon Golden

3423490 jongolden@hotmail.com

$25.000,00

Source: Author with data from the companies respectively

In table 11, the main target for these wholesalers are retailers which attend people in low and
medium economic background, clarifying that prices (which vary from COP $25.000 to COP
$40.000) are for more than 6 pieces of shorts, but in most cases, companies which come from
other cities, they buy more than three dozens of products.

2.4.7 Industry groups

- National association of Colombian industry, (ANDI, for its acronym in Spanish):
Represents the interest of the textile and apparel companies.
- Colombian Clothing Camera (CCCyA, for its acronym in Spanish): Entity that
promotes the quality and productivity in the apparel sector representing their specific
interests. It collaborates with the government to promote policies which boost the economic
and industrial apparel sector.
- Textile and apparel cluster: Association that promotes innovation to ease the access and
create branding in international markets.
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2.5 Market Strategies

2.5.1 Distribution Strategies
It is very important in this chapter, to analyze the commercialization channels in both
Colombian and Ecuadorian markets, to obtain a better knowledge on how clients and
customers buy the products from suppliers.
“Shorts & Shorts” company aiming to sell its products through a new business model
(network marketing) which works through commissions to those who sell/consume the
products the company commercializes. This allows to have large sales, while it cuts agents
away of the links of commercialization chain through the “Word of mouth”, investing on
clients’ performance which is a key for the success of all the agents who join the company.
In Colombia, the distribution process is shown in the figure 1. The most common way for the
final customers to purchase is going to shopping malls, which represents 70,24% of the total
incomes in the market, specialized stores 9,72% and catalogue sales 0,05%.
For this business, the Ecuadorian Market presents the following commercialization channels:
Figure 3: Distribution channels in Ecuador

Source: ProColombia
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In spite of the fact that this market entry strategy hasn’t been used either in the Colombian
and Ecuadorian market, it can be compared to “Catalog sales” and the “specialized stores” to
reach final customer. This would lead the company to dismiss other actors like importers and
wholesalers.
As mentioned before, the business would operate using incentives for retailers (expenses
which are shown in the income statement section, and in this way there people or retailers
would like join the business or get a new supplier. This strategy would permit to enter to
small cities in a less costly, but effective way.
Churchill, Jr, Ford & Walker, Jr (1990), showed the importance of planning the way a
company would enter to the market, grow, and create branding. The table below shows the
strategy “Shorts & Shorts” Company would use to get early and mature progress of business
in both Colombian and Ecuadorian market.
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Table 12: Distribution strategies for early and mature periods
MARKETING

POTENTIAL MARKETING

FUNCTIONAL PROGRAMS FOR

OBJECTIVE

STRATEGIES

IMPLEMENTING STRATEGIES

Stimulate Selective demand-acquisition of new customers by:
a. Reduce price (if costs are lower than
competitors) [launch price]
b. Spend more than competitors on
Market share growth (for

1. Head-to-head positioning

products with low shares in

advertising, sales force, sales promotion
c. Use sales effort and trade promotion to

growing markets)

attain broader/better distribution than
competitors
a. Identify market segment with unique
2. Differentiated positioning

needs not being satisfied by competitors
b. Develop unique distribution channels

Stimulate Selective demand - acquisition of new customers by:
1. Head-to-head positioning

(see above) [Except point a]

2. Differentiated positioning

(see above)

Retention of current customers by:
a. Product improvement/quality control
Market share maintenance
(for products with a high

b. Reminder advertising to maintain
1. Maintaining satisfaction

familiarity
c. Sales efforts focused on service and

current share of growing

maintenance of current accounts

markets)
2. Simplifying the purchase

a. Improve logistics/delivery time

process

b. Develop complete product lines
a. Develop brand extensions; multiple

3. Reducing attractiveness of

brands

swtiching

b. Competitive prices and promotions
c. Automated re-order system

Source: Sales Force Management (1990).

As shown in table 12, those are the strategies that “Shorts & Shorts” Company would
implement in the early and maturity stage. Thus, this means that at the beginning the company
would place all its efforts on getting clients from the specified niche through promoting
location recognition. By the time the company gets a bigger participation level it would create
more branding, which eases other aspects of the business, like orders and delivery services.
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First exports to Guayaquil – Ecuador are going to be by plane because of speed, low loading
unit volume (only COP $108 million are going to be sold in the first year of exports to
Ecuador), security, and bad road conditions for surface shipment. Besides, national
distribution to other small cities in Ecuador is going to be carried out through companies
which cover national transport services.
As further explained in a document published by Proexport, international physical
distribution would have the next activities:
1. Get ready the products for the exportation process, which cover tags, loading unit and
pallets.
2. Get authorization to export by updating the national documentation as an exporter,
and get the documentation requirements for doing the export process.
3. Cargo handling carried out through the national or international transportation, and
international insurance. This process involves aim from companies which cover the
services of packaging, container, ground transportation, insurance, air broker, Custom
Brokerage Company (SIA, for its acronym in Spanish).
4. Nationalization of the merchandise in Ecuador.
5. Transport to small, regional and intermediate cities.
6. Payment process and exchanging the dollars obtained in Ecuador to Colombian pesos
through the Foreign Exchange Intermediaries (IMC, for its acronym in Spanish).
Notes:
-

The numerals 4 and 5 are for exports operations.

-

The numeral 6 covers the payment for the national and international operations.

As far as the company would count on a webpage since the second year, it would be
implemented electronic payment processes through platforms like PayPal to ease this
process.
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2.5.2 Price strategies

Implemented price strategies can vary according to the product collection which is going to
be sold to the final clients. For the classic collection which remain the same at all times (low
level of innovation) the Price objective is to get the low utility in the long period. Taking into
account that:
“Although there are several useful benchmarks with which a manager can compare a brand’s price,
they all attempt to measure the “average price” in the marketplace. By comparing a brand’s price with
a market average, managers can gain valuable insight into its strength, especially if they view these
findings in the context of volume and market share changes”. Farris, Bendle, Pfreifer & Reibstein
(2008, p. 198).

Bearing in mind prices information given by competitors in Bogota, Short’s prices of
standard designs for retailers are $34.500 in average and launch retail price to resellers can
be $31.050 (which is understood as a discount of 10%) plus transport, which takes into
account what Farris mentioned about the volume and market to reach clients faster and spread
the ‘word of mouth’ even faster. The established price depending on the product would be
COP $32.000 for classic design, COP $34.000 for the designed ones and COP $37.000 for
OEM products. The price would tend to go to a “price premium” concept when gaining
market share.
Cifuentes & Cifuentes (1999) explain two price fixation methods which can be used for
knowing the profit margin for the commercialization of shorts. This is called cost + profit
and it has two variants:
1. The Mark up variant, whose formula is shown below, it shows the profits as a
percentage of the price.
Mark up =

Price - Cost
Price

2. The gross margin variant whose formula is shown below, it shows the profit as a
percentage of the production cost.
Gross margin =

Price - Cost
Cost
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The mark up fixation method gives to the company a 34% margin, and the gross margin
method would let a 52% profit margin to the company using the costs information given in
section 3.2.
Prices are going to be fixed based on two strategies: one is called “current Price level” which
takes into account the prices offered from the competitors, and the second one in the early
stage, the company would count on a strategy of Price fixations based on strategic criterions
using the Free on Board3 variant (FOB), which basically gives the products to the clients, but
transport expenses are paid by them..
The Price strategy can also work by making the product more beautiful to the client’s eyes,
using a ribbon and self-designs which are not very costly for the company; but those features
can increase the value for the final customer, and also differentiate the product from the
competitor ones.
The company is not going to count on direct credit for clients because of localization and
network marketing issues (economic incentives for retailers); however when the company
counts on the webpage it is expected to count on pay platforms via debit and credit card.
Costs of transport from Bogota to Guayaquil were given by the Trade Representative of
‘ColTrans’
(

P volume (Kg) =

and

taking

into

length (cm) * width (cm) * height (cm)
6000 cm3

account

the

relation

weight/volume

) and the real weight of the cargo. Transport fee

for 10 boxes of 28,5 kg each, would cost USD 615,21, plus a due carrier charge of USD $25.
However, at the beginning small packages are going to be exported whose freight cost would
be USD $381 per 50kg package, plus a fuel charge of USD $30,48.
When exporting to Ecuador, “Shorts & Shorts” Company has to notice the importance of
managing the foreign exchange risk, which in this case would be the comparison between
USD and COP. A study made by the New York University (Giddy & Dufey, n.d.) shows that
when worrying about the currency’s trend from the management, the company would protect
itself from risk fluctuations on all the financial statements including revenues, assets,
liabilities and cash flow at an already contracted rate for a specific currency.

3

‘Free on Board’ doesn’t refer to an Incoterm. It is a way of negotiation in which the transport of a product to
another city is required, and it is basically informed to the client that the company would deliver the products
at a transport company, but all costs and risks are assumed by the client.
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Thus, there are two ways in which a company can protect itself from the transaction risk.
There are both natural hedging and financial hedging, which in fact, it is going to be used at
the same time. For the first one, the company doesn’t have to manage the risk for the 100%
of USD that would be sold in the Ecuador because as shown in table 26, the selling expenses
for the company represent around 10% total sales for 2015. This would be understood as a
positive impact for the client’s incomes because of networking principles which allow
retailers to have part of the company sales. The financial hedging includes forwards, futures
and options to stabilize the USD price that company would expect to have in a certain period.
Taking into account the cost of sales (fixed and variable costs), prices and weighting factor
of each product into the total sales, it became known the break-even point where the company
reports a net income of $0.
This result can be seen in the graph below:

Graph 1: Break Even Point
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$300.000.000,00
$200.000.000,00
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($100.000.000,00)
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$0,00

Total Cost

Sales

EBIT

Source: Author

In the previous table it is shown the quantity of shorts to be produced for having an EBIT of
$0 which is 6.898 units a year.
The Break Even Point supposes that all the units that are going to be produced would be sold
in the same year. However in the financial statements it is shown that in December each year
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next month shorts would be produced, reason why even when selling 9.060 shorts for the
first year, the EBIT would be negative because 10.036 units would be produced.

2.5.3 Promotion, Communication and Services Strategies
To analyze promotions, it is important to study how any kind of investment on advertising
would increase sales. Thus, Farris (2008) states that for all the strategies that are going to be
implemented before, it is necessary to follow the change on the company’s revenue to prove
how effective a certain promotion strategy is, which is a strategy the company would use to
evaluate the promotion strategies it implements.
As far as “Shorts & Shorts” Company would focus on network marketing’s concerns with
help from current retailers to bring more retailing to the company. This commercialization is
going to be done through economic incentives (commissions) which are going to cost to the
company 10% of the total revenue for the operation in the first year and is going to be
expanded to 20% for the operation in the third year.
It is important to notice that as far as “Shorts & Shorts” Company would be part of a supply
chain, all decisions that the company takes would affect the final customer’s decision on
whether buying the product or not. So, when taking into account promotions, it is relevant to
notice that exists a price waterfall that can be understood as the way decisions affect the other
agent in the supply chain.
This is a very important step to be taken into account when analyzing if a promotion will go
run or not according to Liberman, (2013):
“Marketers can determine where product value is being lost. This can be especially important in
business that allow the sales channel to reduce prices in order to secure customers. The price waterfall
can help focus attention on deciding whether these discounts make sense for the business”.

So the percentage on discount that the company offers to retailers would finally affect the
final customer’s decision on whether acquiring the product or not.
As explained in (McDaniel, Lamb, & Jair, Jr, 2013), for the communication process with
clients there might be an interpersonal communication and/or a mass communication. The
differences between these two ways of sending messages are that in the first place, there is a
direct interaction with clients, therefore, the company can immediately see the people’s
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response, and it’s carried out to the company’s target. While in the mass communication, the
company sends a message, but there is no direct communication with clients, and people who
are not part of the company’s target might receive the message.
The communication process in “Shorts & Shorts” Company is going to be be done in wo
ways; interpersonal communication to send information, persuade, and keep the product in
the public’s mind; but also aiming to receive feedback from both, retailers (to know how the
business works in certain demographic areas and implement strategies depending on the
difficulties) and final clients’ perception of the products the company offers. This is going to
be implemented through “pages” on social media platforms (Facebook, Twitter, Instagram,
etc.), in order to create personal communication with clients. But also from the second year,
it would be created a webpage which would show the benefits for possible retailers to become
clients through the alliances with existing retailers, but also would give the prizes to the
customers and friends for buying “Shorts & Shorts” products.
In the mass communication media it is going to be implemented segmented advertising which
will be focused on final clients’ attraction to the products for the brand construction. Tools
like ‘Facebook Ads’ which cost USD$ 99/month, Yahoo; (n.d.), and Retargeting which can
be used as a tool which tries to keep contact with clients who have seen the company’s
publicity, but haven’t clicked on or haven’t created any relationship with the brand. This can
be done by noticing that based on Martin (2014), Retargeting can increase the brand value in
more than 1046%. It will also be used platforms like ‘Google Insight’ to get more knowledge
about where and when people are searching specific words on Google (tool which has no
cost), and ‘Google ad words’ which is an advertising tool that costs USD$ 0.10 per click
made by people who would like to buy products, or get more information about the company
in a specific language or location.
Guarantees will be managed through handling individual complaints about the design, quality
and feelings that brand produces to the client’s mind, through constant feedback from
retailers about their client’s experiences, which would lead the company through control and
adaptation processes. Door delivery services would be managed since the creation of the
company through enterprises which cover delivery services to those cities, as a plus for
retailers to be able to make orders online or by phone with or without any sample of the
product to make the first order.
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It is also considered that based on Long (2006), the “Lander law” shows how when the
transport cost is half reduced, the company can cover four times more the market than before
which is a good strategy the company can focus on, for the maturity stage. Therefore, during
the operation in the third year, when it is planned to have a market share from 3,9% to 9%,
the company would rent a warehouse in those areas, reducing the transport cost and easing
the management and delivery of goods to current retailers from nearby areas.
In this section, the innovation concept becomes important because that can be seen as one of
the big challenges of business these days. A big thinker of innovation, Henry Chesbrough,
conceives that:
“Innovation just does not come only from where the company produces its products and finishes giving
the product to de client. Innovation evolves now to the fact that solve customer needs, to focus on their
experiences with the products and the ability of the company to evolve, to change and being able to make
a change on the product’s service or even the company’s service.”

In fact, innovation culture is not tied to industry and technology, but it also applies to the
detection of products placed in certain places, which attains high investment and market
research.
Besides, as part of the innovation process, it has been mentioned before that the company’s
promise is linked through designs which deliver clients freedom and friendship. This fact
differentiates “Shorts & Shorts” from any other apparel company in the fact that friends
would stand together, take pictures of them in a fun moment, recreating the logo of the
company. The result would show them wearing “Shorts & Shorts”, final product would be
shown in the next image, which would be posted by final customer on social media platforms,
and get “likes” from friends who would let other people know “Shorts & Shorts” brand.
While winners of activities are going to get free entrance to V.I.P Concerts, trips, or any of
the most desired activities to do for that time. For this, the company would reserve COP$
5’000.000 for the winner of the activities which are going to be implemented since the second
year of operation.
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Image 1: “Shorts & Shorts” Logo

Source: Author.

Furthermore, the company would use three different designs, classic, non-classic, and OEM
(Original Equipment Manufacturer) which is produced according to the specific retailer’s
needs. The first two designs “classic and non-classic” are going to be exclusively produced
for “Shorts & Shorts” company’s operation, as shown in image 1.

2.5.4 Sales projection
Bearing in mind the seasonal nature of the product, it was elaborated month a month short
sales strategy, as shown in the next table:
Table 13: Sales of shorts by season of the year
Month

January

February

Share of sales for
8,1777%
7,7938%
the year
Month
July
August
Share of sales for
8,3603%
8,3809%
the year
Source: Author with data from Inexmoda (2012)

March

April

May

June

8,0065%

7,7979%

8,0350%

8,1721%

September

October

November

December

8,1953%

8,3109%

8,6342%

10,1352%

Based on this, it was evaluated the production capability of the company and it was supposed
that the company could sell all what the supplier produces for the most occupied season of
the year, which is December.
Taking into account the expected growth for the company and both the CPI (Consumer Price
Index), and the PPI (Produce Price Index, the sales forecast for the first three years of
operations are:
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Table 14: Sales by products for a three year projection

Product
Classic design
Non Classic design
OEM Designs
Total

2015
Unites
Incomes (pesos)
2.717,91
$86.973.065,32
4.982,83
$171.907.699,42
1.358,95
$50.281.303,39
9.059,69
$309.162.068,12

2016
Unites
Incomes (pesos)
3.873,31
$130.143.091,79
7.101,06
$257.235.954,86
1.936,65
$75.238.974,94
12.911,02
$462.618.021,58

2017
Unites
Incomes (pesos)
5.919,93
$197.254.991,04
10.853,21
$389.886.818,23
2.959,97
$114.038.041,70
19.733,11
$763.626.982,73

Source: Author with data from Bancolombia.

Expected growth to be considered was 30% for the second year, due to the increase of orders
and clients number to be sent mainly to Neiva, and 51,983% for the third year of operation,
which was divided into two factors. One of these is 30% growth in the national market that
company would expect to have, and 21,983% left because company would plan to grow that
sales percentage in Ecuador.
The growth that company expects to have considers 5 aspects:
1. “Shorts & Shorts” is a brand whose objective is to show freedom on its designs, which
is reflected in our mission. That is the plus of the company.
2. Designs: Self designs which would be focused in showing freedom and friendship
through collections.
3. Basic of network marketing and word-of-mouth publicity in which retailers can be
actively involved within the company’s growth.
4. Exports to Ecuador where consumers have a good perception of Colombian designs;
La hora (2013).
5. Small cities: Company’s growth in small cities is faster than in mega-cities because
of competition.
An aim was to know what kind of participation the company would have in relation to total
sales in a certain city. Therefore, it was implemented an econometric model using the
Ordinary Least Squares (by its acronym, OLS) which considered information of the table 4,
to make sales projection of shorts subsector until 2017. Company sales participation within
micro, small companies and in the whole subsector is shown next:
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Table 15: Participation of “Shorts & Shorts” Company in the total sales in the city of
Neiva for the operation in the next three years of formation

Participation in 2015 as a
whole
Real participation in 2015
Participation in 2016
Participation in 2017
Source: Author.

Company's share of the total
participation

company's
share of micro
and small
companies

2,3629%
2,1461%
3,0084%
4,156%

58,454%
53,091%
74,4278%
102,825%

For 2015 it is shown company operation if it could operate the entire year, but it’s estimated
that it would have to produce shorts and get clients’ orders for February during January, thus,
the real participation the company would have for 2015 would be 2,15%. Therefore it was
implemented the real participation that the company would have in 2015 for both situations
and its estimated participation for 2016 and 2017.
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3. OPERATION
3.1 Product
The table below shows the general data sheet for shorts.

Table 16: General data sheet for shorts

GENERAL DATA SHEET FOR SHORTS
ITEM

DESCRIPTION
Manner of closure: Metallic/copper zipper and button.
Tined button #2.

Thread

Tissue: Denim (elastic fibers).

and fabric Composition: Core - spun multifilament.
Compostition: 95% Cotton, 5% spandex. D-Core Core of polyester with cotton cover.
Color: Dye blue, soft blue.
Size Waistband (cm)

Size

Shot (cm) Width (cm) Large (cm)

6

24,7

19

36

76

14

8

26

21

37

80

14,5

10

29,5

22

39,6

83

15,5

12

30

23,3

40,5

89,2

16,4

Mechanical wear: stone wash with pumice stone.
Faded chemical: potassium permanganate washing.
Fishes

Hand dirty: Create appearance of stained jeans.
Standblased: Shooting of sand for localized wear.
Cat whiskers: Produces white lines which seem like wrinkles.
Rinse and soft: Remove chemical residuals.
Hand wash.
Do not use detergents with bleaching agents.

Cares

Bottom hem (cm)

Do not soak.
Do not rub or wring
Do not dry in the sun
Let dry at ambient temperature

Source: Author with data from Jeans Wear Línea Virtual Studio (2013)
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Besides, in the apparel sector, people generally do not purchase from primary packaging;
they prefer to have a look at the product, try them on before the purchase. However, it is
necessary to use secondary packaging, because based on a study made by Proexport (2003)
it eases the control of company’s stock, transport issues, protection, stock losses reduction,
provide information about products and delivery to retailers.
The second packaging will be made in cardboard boxes with 60x40x40 cm dimensions. The
box will have capacity to hold 128 units or shorts. Its presentation will be shown as in the
next figure:

Figure 4: Export Packaging

Source: Author

To protect shorts from cardboard smell and water, it is planned to cover goods with
polypropylene bags. This cover will have the tag

.

The package will be placed on ecological fiber pallets which reduce total weight of loading
unit. Because of this, and taking into account the ISO recommendations, the boxes will not
be stacked up more than 1600 mms, not to put up too much on the pallet. In this way, each
pallet would have 16 cardboard boxes with 2.048 shorts including the 120x80x175 cm pallet.

3.2 State of the art
Although the Project is focused on shorts distribution, it seeks a chain reaction that will
generate new dealers, based on a new model used since the second half of the 20 th century.
A study by Averill & Corkin (1994), shows that Network Marketing’s objectives allow
retailers to refer other retailers, or people who would like to become vendors to buy products
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directly from the factory. There the three agents (factory, current and new retailers) can do
good business because the factory can get more clients, the current retailers get income from
the products they sell, and the products new refers sell, thus the new retailer connects with a
supplier who can cope with their specific needs.

3.3 Production
The activities that “Shorts & Shorts” Company pretends to do are:
Figure 5: Description of the operational activities of “Shorts & Shorts” Company

Source: Author.

Thus, the production projection is planned to be the same for all company operation years.
Its proportion can be shown in the next table:

Table: 17: Production of shorts by season of the year
Month

January

February

March

April

May

June

Share of sales for the year

7,20%

7,98%

7,81%

8,01%

8,15%

8,34%

Month

July

August

September

October

November

December

Share of sales for the year

8,37%

8,20%

8,29%

8,60%

10,01%

9,02%

Source: Author with data from Bancolombia.
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Once the company starts its operation, it would have to include some other fixed expenses
which are expressed in the next table:
Table 18: fixed costs
Fixed telephone

$45.000,00

Mobile

$74.200,00

Internet

$80.900,00

Running water

$30.000,00

Electricity

Included in rent

Total

$230.100,00

Source: Author

For estimating units to be produced and costs, it was taken into account the PPI (Producer
Price Index) and the expected sales of the company which was explained in table 14.
Due to the nature of the company, shorts commercialization using its own brand, product
cost is exclusively related to its own cost and packaging one.
Regardless of product design, Maquila Company charges the same cost for each. Thus, it is
predicted that for 2015 the cost of acquisition for each short would be $22.700; for next year
it would be COP$23.471,80; and for 2017 COP$24.269,84 these prices have COP$300
discount because payment would be done at the purchasing moment. Furthermore, company
would include the packaging box using wave type B, which would cost COP$33,4 per short
according to author’s personal estimation based on information provided by ‘Cartones de
Colombia’.

Table 19: Production by products collection for a three year projection

Product
Classic design
Non Classic design
OEM Designs
Total

2015
Unites
outcomes (pesos)
3.034,66
$68.886.684,42
5.563,54
$126.292.254,77
1.438,14
$32.645.800,66
10.036,33
$227.824.739,84

2016
Unites
outcomes (pesos)
4.040,67
$94.841.876,31
7.407,90
$173.876.773,24
1.857,47
$43.598.077,48
13.306,04
$312.316.727,03

Source: Author with data from Bancolombia.
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2017
Unites outcomes (pesos)
6.035,82 $146.488.362,74
11.065,67 $268.561.998,35
2.838,94
$68.900.574,15
19.940,42 $483.950.935,23

Production by products would be for the classic design 30% of the total production, nonclassic design 55%, and for OEM designs 15% as well.
The expenses needed to implement the project are shown in the next table:
Table 20: Necessary infrastructure
Concept

Description

Units COP Value

Total

payment
type

Location: Centre of the city.
Warehouse

Sector of San Victorino.
Measures: 3 mts large x 5 mts

1

$650.000,00 $650.000,00

rent

5

$161.240,00 $806.200,00

purchase

width x 2.5 mts tall
Usage: lightweight and semi
heavy loads.
Materials: Steel cold rolled 18
shelf

caliber, recess panel caliber 14
Measures: 40 cmts large x 92
cmts width x 200 cmts tall
Color: Grey

Source: Author with data from price quotations and Industrias Cruz.

The infrastructure’s location takes into account its proximity to suppliers, and transport
companies to be able to respond quicker to clients requirements. But also, shelves fulfill
useful requirements to keep the fundamental physical properties and would not represent
heavy burdens to Company furniture costs..

4. ORGANISATION
4.1 SWOT analysis
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Table 21: SWOT Analysis
OPPORTUNITIES
O1. Market with vast experience in Latin America’s market.

O2. Access to markets where Colombia has FTA's.

T5. The distribution model hasn't been tried before by any other
company in this sector.

O6. Go to national and international fairs to know potential retailers.

T6. Volatility USD/COP.

O7. The Ecuadorian customers have preferences for Colombian apparels.

T7. The Ecuadorian market focus on price rather than quality.

SO STRATEGIES

SO1. Join virgin markets through the location of the company in a big city
because most retailers in small cities supply from there and they know their
market in small regions better than "Shorts & Shorts" Company.

the possible retailers to understand in a better way how they can join
the network and take advantage of it.
ST2. Take advantage of the Ecuadorian preference of Colombian
products to boost shops and diversify the market.
ST3. Give long-term unsold inventory and recycled products to the

SO2. Take advantage of the national and international fairs to sell the promise
of "Shorts & Shorts" brand in small regions in the Colombian and Ecuadorian

textile and manufacture producers for being ecofriendly and help
branding.

markets.

financed activities with friends.

and commissions.

ST STRATEGIES
ST1. Create manuals, conferences and any kind of education to allow

S3. Support OEM production which helps fulfills any specific

to create contacts in small cities investing in retailer's education

companies which finally affect the price in the market.

clothing.

stores.

S5. Sell the products through a collaborative model which allows

T4. The distribution is seriously impacted by imports made by big

O5. Create alliances with other companies who emphasizes any kind of

S1. There is no need to invest in stores in other cities because

S4. Show to the final clients the promise of "freedom" through

of companies and unfair competition.

how the business and how the network marketing would operate.

STRENGTHS

need a retailer may have.

T2. Sub invoicing of raw materials, smuggling, lack of formalization

large cities and use them to create relations with new clients.

internationalization.

those are the locations where most retailers go to supply their

trade.

T3. Low understanding and misunderstanding from retailers about

government to gain participation in the market and to achieve

S2. Have the main location of the company in large cities because

T1. Bad economic behavior because of a negative apparel balance

O3. Join "virgin markets" where the presence of competitors is lower than in

O4. Take advantage of the PTP program stablished by the Colombian

products would be sold at the retailer's stores.

THREADS

ST4. Use Bogota and Guayaquil as a bridge to communicate with
retailers in small and intermediate cities due to the large amount of
SO3. Manage feedback from retailers using the advantages form the alliances

companies who stablish in those locations.

made with some other clothing companies.

S6. Get faster feedback from the final customers through the

SO4. Use the brand as a motor to boost the consumption and economy in

ST5.Use the new business model for the sector using the feedback

retailer's network who can help understanding the market needs.

other cities.

from retailers and customers to improve the brand.
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S7. Take advantage of spaces at the warehouse and control of

SO5. Use the available support from the PTP program on improving the

ST6. Take advantage of natural hedging to reduce the USD/COP

stocks through bar codes.

processes of the company.

volatility

WEAKNESSES

WO STRATEGIES

W1. Low knowledge and experience in the sector and network
marketing distribution.

W2. Low capability for commissions to retailers in the early years

company's revenue through inviting other retailers to supply from
WO1. Adapt the knowledge and information that the market and competitors

"Shorts & Shorts" company.

offer to manage all the operation of the company, and search new markets.

WT2. Take into account the experience and recommendations of
retailers in other cities in the way that shops and transport issues can

of the project.

W3. High cost of transport ad long time deliveries due no
alliances with companies who provide that service.

WT STRATEGIES
WT1. Explain retailers the way in which they can get part of the

be more effective.
WO2. Show the benefits that the company offers to the retailers and
customers who would like to distribute the products, and the prizes for

WT3. Get training in specific weaknesses of the company through

customers for buying them.

tools like "Bogotá Emprende", "SENA" and sectorial knowledge from

W4. Lack of credit for clients because of the commissions issues

WO3. Creation of alliances with companies which provide transport services

the available clusters.

for retailers.

to reduce costs.

W5. Few capacity of innovation and acquisition of ecological

WO4. Use market practices and the product's cycle to control stocks,

WT4. Use the knowledge of retailers to the creation of trending

products in short and medium term.

production orders and delivery times to the final clients.

designs in the regions they know.

W6. Lack of time control in production from the factory and
delivery to the clients.

WO5. Denounce illegal activities at www.ptplegal.com

Source: Author
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WT5. Use the variations of USD/COP to predict how much the
demand form the national and overseas retailers can change.

4.2 Organizational structure

Organizations can be structured in a vertical, horizontal and even in a mixed way. Besides,
there can be implemented some strategies that come from the management related to how the
operations are going to be performed, which regardless of the diagram that the company uses,
could focus on one of three specialized areas of the company. These are functions, products,
or market. “Shorts & Shorts” Company would choose to organize its structure on the market,
because of its proximity to small, regional and intermediate cities.
In a conference organized at the Bogotá’s Chamber of Commerce by Mauricio Forero
Bonilla, it was presented the Organizational structure that companies whose economic
activities are related to the apparel sector could be: This model is pretended to be used for
the case of “Shorts & Shorts” Company, using departmental structure (which takes into
account the geographical location of company operation) and is going to be explained further
later in this chapter ,thus the company would focus on specific designs for certain areas as
shown before:
Figure 6: Organizational structure

Source: Author with data from Bonilla

This previous diagram shows the organization that “Shorts & Shorts” Company pretends to
use. However, for the first year of operation, the company is only going to need a CEO, chief
of marketing and sales, and an accountant. For the first two years of operation the company
would use in the case of the region (which is Colombia) an organizational structure for the
whole country, unless the company requires by its number of clients and participation in a
specific market, an administration for that certain region. For the third year of operation, the
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company plans to start exporting to Ecuador, the organizational structure would divide into
two branches which are the national market and the international market (if the company
needs to establish part of its operations out of Colombia). Each of those would count on the
departments that are shown in the same diagram.
The organizational structure is not going to count on a sales team, because sales are going to
be made through the economic incentives to retailers; aspect which was mentioned before in
this business plan.
Using the OLS econometric regression for calculating the increase of wages for 2015, 2016
and 2017, it could be supposed the amount of incomes that the personnel of the company
could get in each of the years.
The wages that employees would earn a month, in each position for the first year, would be
shown in the next table:
Table 22: Necessary monthly salaries for the operation in the first year
Note: Costs given in COP.

Concept

CEO

Chief of marketing and sales Accountant

Wage

$1.300.000,00

$950.000,00

$475.000,00

Transport benefits

$0,00

$72.000,00

$0,00

SOCIAL BENEFITS
Servance

$108.333,00

$85.167,00

$0,00

Bonuses

$108.333,00

$85.167,00

$0,00

Interest on servances

$13.000,00

$10.220,00

$0,00

EXTRA LEAVE
Year 1

vacations

$54.167,00

$39.583,00

$0,00

SOCIAL SECURITY CONTRIBUTIONS
Pension fund

$156.000,00

$114.000,00

$0,00

Health and welfare fund

$0,00

$0,00

$0,00

Labour risk

$6.786,00

$4.959,00

$0,00

TOTAL

$1.746.619,00

$1.361.096,00

$475.000,00

Source: Author
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The previous table takes into account the positions that would be needed by the company to
operate for the first year. However, in the second and third year the organization structure
would be completed as shown in the figure 6.
The next table shows the salaries that would be paid a year taking into account the legal
requirements:

Table 23: Total salary for each position for operation in three years
Note: Costs given in COP.
Salary for year
Salary for year
Salary for year
2015
2016
2017
CEO
$21.583.428,00
$22.454.164,89
$23.324.901,78
Software designer
$0,00
$17.425.433,88
$18.061.751,76
personnel
Chief of marketing and sales
$16.789.152,00
$17.619.276,00
$18.263.090,48
Assistant
$0,00
$12.126.206,66
$12.545.009,68
staff
Accountant
$5.700.000,00
$6.000.000,00
$6.232.669,24
Total
$44.072.580,00
$75.625.081,43
$78.427.422,95
Source: Author
position

For each position the company plans to have only one employee each year.
Besides, understanding the importance of each employee in the company, Based on an article
published by the University of British Columbia, it is important to “describe how each aspect
of your company procedures and operations must be executed” (2012) is useful for both not
trusting too much in employees, but also to specify the role that each person would have in
case of any certain problem the company would experiment.
The operation manual will be shown in the next table:
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Table 24: Operation Manual
Chairman
Increase the value of the
company

CEO per country
Set and fix goals for the year and plans to
fulfil during each of the twelve months of
the year.

Send a monthly report to the main CEO or
Take desision related to
the owners of the company to know the
the capital structure of the
situation, and plans for the next month to
company
fulfil the already set goals of the year.
Work with the CEO's in
issues related to growing
and branding
Stablish internal politics
to control the
organisation
fulfill the government
requirements for the legal
operation of the company

Chief of Marketing and sales
Work in conjunction with the
software designer to promote
sales and clients
Increase the clients database of
the company through the
creation of new relations with
clients

Sofware designer

Assistant

Software designs to make
automated processes

Sofware to control stocks

coordinate interdisciplinary departments.

Control of the stock available for Creation and maintenance of a
sales
webpage

Ease the work through connection
between departments

Control of shipments

Clients organisation and payment
issues

Payments management

post-paid services

Databases and softare innovation

Help the
marketing
and sales
department
and the CEO
in day to day
stuff

Source: Author.

4.3 Formation of the company and legal aspects

It is important to know the law matters that could affect a company’s performance, because
it shows if the company can stand in a region fulfilling the requirements that the law requests
for its operation. An article of the magazine “Entrepreneur” explains that “Springing for the
necessary legal and financial services to sufficiently protect your company is a must, whether
you need help with contracts, patents, trademarks, articles of incorporation, taxes,
bookkeeping or financial reports.” Goodman (2014). Thus, it becomes a need for “Shorts &
Shorts” Company to know the positive and negative regulations that may impact its
operation.
The current law of constitution of companies, (Law 1258/2008) would allow “Shorts &
Shorts” Company to operate according to the “Joint Stock Company” (S.A.S, its acronym in
Spanish).
The law permits that company formation can be through a private document recorded in the
Companies Registry of the Bogota’s Chamber of Commerce. The shareholders liabilities are
limited to the amount of their contributions.
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Table 25: Law Matters
Notes: If the regulation doesn’t specify where country it belongs to, it would be understood it belongs to
Colombia.
Regulations

Description
General legal framework

Commercial code

Procedures of formation of a company. For Joint Stock Companies,
there is not a mandatory reserved stablished.
First employment law, formalization fo employment, which regules the

law 1429/2010

creation of small companies and benefits for the recruitment of people
who are younger than 28 years old, women older than 40 years old,
special conditions and others.

Law 1607/2012

Introduction of the "CREE" tax which is going to be 9% for 2015 and
would be 8% since 2016.
General System of Occupational Risk Insurance. Law requieres

law 1562/2012

dressmaking producers to be registered as manufacturers at the "Industry
and Commerce Superintendence".
National income tax, tax discounts which are 0% of the total tax returns

Tax statue

for the first two years of formation and 25% of the total tax returns for
the third year of formation.
dressmaking and brand matters

Colombian Resolution
1950/2009
Reglamento Tecnico

Marking, labelling and placarding of clothing for each country.

Ecuatoriano RTE INEN 013
NTC 1806

Placarding for clothing using standard symbols.

Concepto No. 2263 de 2004
Industry and Commerce

exclusive right of branding, and unregistered trademarks rights.

Superintendence
ISO 3758

The use of pictograms for fabric and clothing.
Market advantages

Decree 074 de 2013
Comunity of Andena
Nations Alliance

Colombian taxes for clothing imports which protects the national
market.
12% VAT (IVA, its acronym in spanish), 0,5% childhood, 0% tax prior
certificate of origin.

Source: Author using data from Colombian law, Ecuadorian law and international regulation.
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For this product there is not going to be registered any patent, because of lack on invention.
However, the trademark registration would be needed to differentiate the company from
others.
As shown in the table 25, the company would not have to pay income tax for the first two
years. However, in the operation in the third year, the company would have to pay 25% of
total tax. The income tax is 25% of total earnings.
Joint Stock Companies in Colombia don’t have a reservation value. However, “Shorts &
Shorts” Company would reserve 10% of the net earnings.
The tax on industry, commerce and advertising (ICA, for its acronym in Spanish) has to be
paid annually for simplified scheme and each two months for the common system. Based on
the Ministry of Finance (Secretaría de Hacienda, its acronym in Spanish) (2013), the ICA tax
in Neiva belongs to the activity code number 212 which is related to the apparel industry and
its accessories, and the tax is COP $5 for each cop $1.000 sold. This can be understood as an
advantage when selling, because the same tax for the Bogotá city is COP $11,04 for each cop
$1.000 sold.
Even though, Neiva’s governmental agreement No. 019/2013 about key aspects of the
strategic plan to attract investment decrease the ICA tax, depending on the number of jobs
that each company generates.

5. FINANCE
4.4 Financial statements

4.4.1 Income Statement

Taking into account the seasonal nature of the project, it was elaborated the next financial
statements. The first financial statement is the Income statement which reflects the projected
results for the next 3 years.
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Table 26: Income Statement
Note: Costs given in COP

2015
Total Revenue

2016

2017

$309.162.068,12 $462.618.021,58 $763.626.982,73

Initial Inventory

$0,00

$19.013.329,44

$26.064.688,26

Purchases

$247.173.282,78 $319.827.617,95 $498.986.899,42

Available inventory

$247.173.282,78 $338.840.947,39 $525.051.587,68

Final Inventory

$19.013.329,44

$26.064.688,26

$40.388.583,67

Cost of Revenue

$228.159.953,34 $312.776.259,13 $484.663.004,01

Gross profit

$81.002.114,78 $149.841.762,45 $278.963.978,72

Administration expenses

$52.908.880,00

$83.666.686,43

$86.481.108,20

Depreciation expenses

$365.272,73

$328.745,45

$292.218,18

Selling expenses

$30.916.206,81

$63.514.162,59 $172.725.396,55

Earnings before interest and tax

-$3.188.244,76

$2.332.167,97

$19.465.255,79

Interest Expenses

$0,00

$0,00

$0,00

Earnings before tax

-$3.188.244,76

$2.332.167,97

$19.465.255,79

Tax

$0,00

$186.573,44

$2.773.798,95

Net income

-$3.188.244,76

$2.145.594,54

$16.691.456,84

Source: Author.

The previous table, shows the company’s projected performance bearing in mind that it
would start operating in the second month of 2015, because it is fast to register the company
at the respective control authorities.
In the table 26, is also shown the selling expenses in which for retailers would represent 10%
for 2015, 12% for 2016 and 20% for 2020 of total sales, plus the investment in advertising.
Doing analysis of the income statements, the costs of revenue’s percentage participation
within its total revenue would decrease from year to year, because the price would increase
at a higher rate than what it costs to the company. Therefore the participation of costs at the
total revenue would be 74% for 2015, 67,6% for 2016, and 63,47% for 2017.
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However, the company would require to finance working capital for that first month without
having any income. Therefore that expense would represent for that single month the next
expenses:
Table 27: working capital for the first month of operation
Note: Costs given in COP.

Month 1
Salaries
$3.107.715,00
Shelf
$806.200,00
Warehouse $650.000,00
Total
$4.563.915,00
Source: Author.

4.4.2 Cash flow

It is important to analyze the cashflow because even though income statement show if a
company is profitable or not, this financial statement shows the net effective incomes that
would be received for a certain year, which in the end would show how the concentration of
liquidity is.
The cashflow that “Shorts & Shorts” Company expects to have in the first three year
operation are shown in the table below:
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Table 28: Cash flow
Note: Costs given in COP

2015

2016

2017

Income
Earnings before interest and taxes

-$3.188.244,76

$2.332.167,97 $19.465.255,79

Depreciation and amortization

$365.272,73

Vendor liabilities

$20.597.773,57

Capital contributions

$16.012.876,67

$0,00

$0,00

Credit

$0,00

$0,00

$0,00

Net income

$33.787.678,21

$328.745,45

$292.218,18

$6.054.527,93 $14.929.940,12

$8.715.441,36 $34.687.414,10

Outcome
Cash from operations

$6.985.423,90

$0,00

$0,00

Short term marketable securitites

$0,00

$0,00

$0,00

Inventories

$19.013.329,44

$7.051.358,82 $14.323.895,41

Working capital requirements

$25.998.753,35

$7.051.358,82 $14.323.895,41

Capital Expenditures

$2.009.000,00

Investing activities

$28.007.753,35

Interest expenses

$0,00

$0,00

$0,00

amortization of liabilities

$0,00

$0,00

$0,00

Cash dividends paid

$0,00

$0,00

$0,00

Deferred taxes

$0,00

$0,00

$186.573,44

Net outcome

$28.007.753,35

$7.051.358,82 $14.510.468,84

Net cashflow

$5.779.924,86

$1.664.082,54 $20.176.945,25

Free cashflow

$12.765.348,76

$14.429.431,31 $34.606.376,56

$0,00

$0,00

$7.051.358,82 $14.323.895,41

Source: Author.

As shown in table 28, cash flow would be positive for each of the three years because business
operation policies focus on two main points: one is related to a grace period of 30 net days
applied to suppliers. The second point is that clients would pay at the purchase moment
because of the incentive program that would be implemented. The project doesn’t require to
obtain any credit, because of alliance with suppliers, and the total incomes can leverage all
the investing activities that are expected to have.
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4.4.3 Balance Sheet
In the table below it is presented the financial statements for the operation of “Shorts & Shorts”
Company in the first three years.

Table 29: Balance sheet
Note: Costs given in COP
2015

2016

2017

Assets
Cash and Cash equivalent
Short term marketable
securitites

$12.765.348,76 $14.429.431,31
$0,00

$0,00

$34.606.376,56
$0,00

Inventories

$19.013.329,44 $26.064.688,26

$40.388.583,67

Total Current Assets

$31.778.678,21 $40.494.119,57

$74.994.960,23

$2.009.000,00

$2.009.000,00

$2.009.000,00

accumulated depreciation

$365.272,73

$694.018,18

$986.236,36

Total Long term assets

$1.643.727,27

$1.314.981,82

$1.022.763,64

$33.422.405,48 $41.809.101,39

$76.017.723,86

Property, plant and equipment,
net

Total Assets

Liabilities
Short term debt
Vendor liabilities
Income tax payable
Current Liabilities
Long term debt
Total liabilities

$0,00

$0,00

$20.597.773,57 $26.652.301,50
$0,00

$186.573,44

$20.597.773,57 $26.838.874,93
$0,00

$0,00

$20.597.773,57 $26.838.874,93

$0,00
$41.582.241,62
$2.773.798,95
$44.356.040,57
$0,00
$44.356.040,57

Equity
Paid-up capital

$16.012.876,67 $16.012.876,67

$16.012.876,67

Net income

-$3.188.244,76

$2.145.594,54

$16.691.456,84

Retained earns

$0,00

$3.188.244,76

$5.119.279,84

Revaluation reserve

$0,00

$0,00

$214.559,45

Total shareholders' equity

$12.824.631,92 $14.970.226,45

$31.661.683,30

Total liabilities and equity

$33.422.405,48 $41.809.101,39

$76.017.723,86

Source: Author.

In the balance sheet is shown how the assets and liabilities are distributed. For both cases,
the company doesn’t present any long term value, reason why the most important assets are
the inventories and in the case of the liabilities are the vendor liabilities. Besides, at the equity
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level, the company doesn’t plan to invest any more capital, reason why it would be the same
for each of the years. The net income and retained earns would increase according to the
company’s growth and even Joint Stock Companies don’t legally require a reserve, for the
company’s welfare it is desirable to have 10% of the total net income from the previous year.

4.4.4 Free cash flow

In this section, it was made the business financial feasibility study to know if this is a
profitable business or not depending on the rate that each investor would use to calculate the
Net Present value. This study would be made with the information below:
Table 30: Free cash flow:
Note: Costs given in COP
Moment 0

2015

2016

2017

Income
Earning before interest after taxes
Depreciation
Vendor liabilities
Net income
Investing activities
Free cash flow
Present value
Net present value of the project

0,00 $2.145.594,54
365.272,73
328.745,45
20.597.773,57 6.054.527,93 14.929.940,12
20.597.773,57 6.419.800,66 17.404.280,11
oUTcome
28.007.753,35 7.051.358,82 14.323.895,41
Financial Evaluation
-7.409.979,78 -631.558,16 3.080.384,71
-$7.409.979,78 -$571.461,16 $2.512.088,56
$7.126.843,90

$16.691.456,84
292.218,18
0,00
16.983.675,03
0,00
16.983.675,03
$12.596.196,28

Source: Author.

Therefore, the project shows an Internal Return Rate (from now on, IRR) of 39,347%. This
is because the company doesn’t have to count on many long term assets or liabilities to
support the operations, and also it would count on an alliance with the factory which would
provide products exclusively designed to “Shorts & Shorts”, and it would be managed
through a credit given by them. However, the cost of credit would finally affect the WACC
of the company, which also affects the present value of the project as seen in table 30:
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Table 31: WACC for each year of the project
2015

2016

2017

10,52%

10,95%

9,96%

Source: Author.

The WACC has 10,52% value for 2015 and would decrease reaching 9,96% value by 2017,
which is explained because of the progressive less participation of liabilities and more
participation of the equity in the total assets.
.
5 OPERATING PLAN
5.1 Schedule of activities
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Table 32: Schedule of activities

month 1
Activity by week

month 2

month 3

month 4

month 5

month 6

month 7

month 8

month 9

month

month

month

10

11

12

1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4

Quarterly strategic plan

x

Monthly ejecution plan

x

x

x

x

x

x

x

x

x

x

x

x

Orders to suppliers

x

x

x

x

x

x

x

x

x

x

x

x

verification and entrance of

x

x

orders to inventory

x
x

quality control
total sales or products in

x
x

stock

Verification and sale of

x

x

x

x

x

Activities control for the
previous month
Financial statements

x

x

x x
x x

x

x x
x x

x

x

x

x

x

x

x

x x

x x
x x

x x
x x

x

x
x

x

x
x

x

x
x

x

x
x

x

x

x x

x

x
x

x

x

x

x
x

x

x

x

x
x

x

x

x

x
x

x

x

x

x

x

x

x

x

x

x

x

Payment to suppliers
Clients' bonuses

x

x
x

x
x

x

Inventory control
After sales services

x

x
x

x

x

x

x
x

OEM orders

x

x

x

OEM orders to suppliers

Salaries payment

x

x

x

x
x

x

x

x
x

x
x x

x x

x x
x x

x x
x x

x

x x
x x

x x
x x

x x
x x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

x

Source: Author.
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x

x
x x

x

x

x

x

6 IMPACT
6.1 Economic impact
Rise commerce in small, regional and intermediate cities in which these products are
traded, giving opportunities to retailers to do their purchases without leaving their place
of operation through a more efficient model.

6.2 Environmental impact
Make a difference in manipulation of the products with fiber pallets which include
reducing the whole weight of the loading unit, lower costs, reuse of pallets and
ecofriendly material.
Based on ANDI(2012) 8 of 12 companies reported 3.163 tons of recyclable wastes in
2012, therefore it is possible to keep those wastes, and sell them to companies that can
make other dresses or new textiles with them. “Shorts & Shorts” Company would receive
all kind of defective products given from retailers, as well as long unsold inventory to
sell them as fabric to textile producers and manufacturers who can make new products
with them.

6.3 Social impact
For the third year of operation, the company will create indirect jobs through big shorts
orders to the suppliers for the same period, the company aims to have 17 regular clients
not only in Neiva, but in other small cities which would benefit both the large number of
employees those companies would have (more than 30) and also those people wouldn’t
have to leave the place where they live to find job opportunities. The company would
count on 3 direct jobs, considering that operation by that time wouldn’t require the
company to be establish in Ecuador and hire people in that area.
In the second part, there will be created strategic alliances with producers and clients to
improve the technical skills of employees, and encourage the producer to hire
dressmaking technicians.
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7

EXECUTIVE SUMMARY

To conclude this business plan “Shorts & Shorts” is a company which is going to operate in
the Colombian and Ecuadorian market, solving a specific need that has been found. This need
refers to distribution of Shorts to small cities, easing the job from retailers to find a trusted
supplier for it. This would be done by using the bases of Network Marketing Businesses
focusing on exclusive designs for Shorts & Shorts’ retailers, and fostering communication
with the customer through social media platforms and designs that the brand offers to women
from 10 to 34 years old.

The regional market (Neiva) has a potential to sell up to COP $14,41 Billion for 2015 and
the company predicts to cover 2,36% of that market by gradually increasing its participation
up to 4,15% in 2017. For international expansion, the company would focus to Ecuador,
because the country which prefers Colombian and lack of import tax rate and client’s
preferences for Colombian products in comparison to the Chinese ones. In general term this
has a favorable economy, therefore in 2017 it is planned to have first exports to Guayaquil
further distribution to the rest of small, regional and intermediate cities in Ecuador, which
are conceived as a market of USD $91,8 million.
Besides design, creation of unique distribution channels, and the “blue oceans market” Kim
& Mauborgne, (2005), the company would focus on improving its logistic operations, aftersale service, automatic orders, benefits for recruiting more clients, and the use of social media
to foster communication with clients and spread the “word of mouth” among them in a faster
way.

To start the operation, in table 28 it is specified the capital expenditures that would be
required from entrepreneur resources and other. Besides, it is predicted that for the first
month, there are not going to be any sales, but the company would count on expenses which
are shown in table 27. However including inventories and the capital expenditures which are
conformed by office materials, for the first year the investing plan would be of COP $28
million.
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Once the company starts its operation, despite no sales in the month of January of 2015, the
growth of its sales would be done, compared in the next graph:

Graph 2: Monthly Growth on sales

Source: Author.

Thus, the period in which sales would present large increases is December. Besides that, sales
would be increased around 3% in March and May which is a vast growth compared to the
ones registered in the rest part of the year except November and December when growth is
3,89% and 17,38% respectively

The units of shorts to sell would be increased year by year, as well as the prices as shown in
the graph below:
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Graph 3: Growth of units and average prices

Source: Author.

The units to be sold in the first year would be 9.059, but they would gradually be increased
up to 19.733 for 2017. The established price would be COP $32.000 classic design, COP
$34.500 designed and COP $37.000 OEM.

Considering the costs that company would have to face, and the units and prices to be sold,
it was elaborated the Free Cash Flow, and then it could be calculated the IRR for this project.
The first investment to be done starts at the beginning of 2015 for COP $7.409.979,78. The
total return by the end of that same period would be of COP $-631.558, for 2016 the company
would start presenting positive incomes of COP $6.910.861, and for 2017 would present a
free cash flow of COP $93.781.880. Thus, the IRR of the project would be 39,347%.

Besides company sales and cash flow behavior, another important topic is the analysis of the
company’s balance sheet which is shown in the graph below:
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Graph 4: Balance Sheet

Source: Author.

In the operation of the first year, the company would count especially on current asset which
would tend to a quick increase for 2017. Liabilities would be larger than the Equity for 2015,
but it would trend to have close values for 2016, and for 2017 the equity would increase
double value the liabilities for that period.
The effect of the participation of the equity in the total liabilities and equity is shown in table
31 which evidences the WACC that the project would count on. This is explained on the fact
that the cost of the liabilities that “Shorts & Shorts” would have with the factory would round
17,06%, therefore the capitalization from the company’s profits would allow to reduce the
WACC.
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